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Foreign Exchange Control Board 
Ottawa 


March 1, 1946. 


Piceh tes HON. vids lie. LLSLOY, 
Minister of Finance, 
OTTAWA. 


Dear Sir, 


I have the honour to transmit herewith a 
report of the Foreign Exchange Control Board covering 
the main aspects of the Board's operations to the end 
of 1945. There is included in this report certain 
background information as well as a review of 
exchange policies and the administration of foreign 
exchange control during the war period. 


Yours faithfully, 
G. F. TOWERS, 


Chairman. 





REEOR WW © Rarrik 
FOREIGN EXCHANGE CONTROL BOARD 
TO’ THE MINISTER OF FINANCE 


I. Summary or Basic Facrors IN CANADA’S 
EXCHANGE PosITION 


It is convenient to begin this report on the wartime system 
of exchange control and wartime exchange policies with a brief 
summary of some of the basic factors affecting the Canadian 
exchange position. These basic factors constitute the main 
explanation of the necessity for the adoption of exchange control 
in September 1939 and they form a vital element in the appraisal 
of future exchange policy. 


One of the most characteristic elements in the Canadian 
balance of international payments in the past has been its 
instability from year to year; this instability is illustrated below 
in a brief review of the major changes which took place in 
our balance of payments as a whole in the course of the past 
generation. The geographical structure of our balance of pay- 
ments and the international debtor status of Canada are the other 
basic factors in our exchange position, and they too are outlined 


briefly. 


(a) Review of Major Changes in the Balance of Payments as a 

W hole 

Before the war of 1914-18, during the period of rapid 
economic development and expansion, Canada was an importer 
of capital on a large scale. The total excess of imports over 
exports during the five years 1910 to 1914 was $950 million. 
Other international payments on current account exceeded 
receipts by $750 million. The aggregate deficiency on current 
account, and therefore the apparent capital import or net increase 
in external debt, was accordingly some $1,700 million during 
those five years. 


In the course of the war of 1914-18, production of munitions 
and other exportable goods increased rapidly, and prices rose to 
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much higher levels. Exports far exceeded imports, but the 
“invisible” current account transactions resulted in a large deficit. 


After the war, greatly expanded domestic incomes caused 
a rapid increase in imports. In the early ‘twenties there were 
once more substantial deficits in Canada’s international current 
account. In 1920 alone the deficit was $350 million, an abrupt 
and very large change from the previous year’s small surplus on 
current account. These deficits were met by large borrowings 
in the United States which replaced the United Kingdom as 
Canada’s chief external source of capital. 


The middle ’twenties saw Canada attain the status of what 
is known as a mature debtor nation. The production made pos- 
sible in part by earlier capital imports was sold at relatively high 
prices in world markets, and produced a surplus on current 
account which was used to add to Canada’s foreign assets. 


This situation changed once more with great abruptness 
with the collapse of export prices in 1929 and subsequent years, 
and the reduction in the physical volume of exports. The demand 
for imports had been growing rapidly under the stimulus of 
domestic prosperity and extensive investment, much of which 
was financed by capital imports. The demand for luxuries and 
consumers’ durable goods and for producers’ equipment and 
materials is sensitive to changes in income, and since these com- 
modities bulk large in Canada’s imports, fluctuations of domestic 
prosperity in Canada result in very large fluctuations in imports. 
At the same time, our exports are largely staple products which 
are subject to wide fluctuations in world prices. The changes in 
exports do not coincide in point of time or magnitude with the 
changes in imports and there is thus a tendency to rapid and 
large fluctuations in the net balance of trade, i.e. the excess or 
deficiency of exports as compared with imports. In the three 
years 1929-31 we had a net trade deficit of $165 million, com- 
pared with a net surplus of $590 million in the three preceding 
years 1926-28. By this time payment of interest and dividends on 
foreign investments in Canada had become a large and fairly rigid 
feature of the current account and the current account as a whole 
showed a deficit of $825 million in 1929-31 compared with a 
surplus of $85 million in 1926-28. 
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By the mid-thirties, the effect of low export prices for 
natural products and industrial unemployment had been so to 
reduce the demand for the kind of goods that are chiefly imported 
that the current account was approximately in balance, at a low 
level of both receipts and payments. During the late ’thirties both 
exports and imports expanded; with the rapid increase in gold 
production, Canada became a capital exporter, i.e. net external 
debt was reduced at the rate of about $150 million a year. The 
total surplus on current account was $775 million in the five 
years 1935-39. 

Table I below shows the changes during the period 1926-39 
in the current account balance of payments. It illustrates the 
variability of Canada’s current account balance of payments, 
and its sensitivity to changes in foreign demand and in domestic 


prosperity. 
ABLE | 


Canada’s Receipts from and Payments for (-) Exports, Imports 
and other Current Account Items, 1926-39* 


(Annual averages in millions of dollars) 


Net All Newly Total 

Exports Imports trade other mined Current 

balance _— items gold Account 
Sa ek tee ee 1,275  -—1,080 195 —200 35 30 
LEP AP EES I cert ae, Ap eeee 885 —940 —55 —265 45 —275 
O32 as Fe. See aos 560 —415 145 —245 90 —10 
i ASE Dae ne a ae Oe Bee o 905 —640 265 —220 ba) 180 
Bs Bs 3 ae ot Ot gt 875 —680 195 —255 75 ii 


*Source: Dominion Bureau of Statistics 


(b) Geographical Distribution of Net Credits and Debits on 
Current Account 


Reliable statistics on the geographical distribution of our 
trade and other elements in the balance of payments are available 
only for the years after 1925. From 1926 to 1939 the main 
features are (1) a persistent deficit in our transactions with the 
United States, and (2) a marked shift from continental Europe 
to the United Kingdom as the chief source of a surplus of foreign 
exchange receipts with which to offset a chronic deficiency of 
United States dollars. 


Our surplus with continental Europe was largely dependent 
on heavy wheat and flour exports. To all destinations, these 
averaged $435 million in 1926-28 but they declined to small pro- 
portions in the early ’thirties and did not recover, averaging $155 
million from 1935 to 1939. In the case of the United Kingdom, 
however, increased exports of lumber and minerals in the late 
thirties more than took the place of wheat, and for the first time 
the Canadian balance of payments showed a substantial surplus 
on current account with the United Kingdom. 


The foregoing features are illustrated in Table II below. 


Tasce II 
Canada’s Net Current Account Balances with U.S.A., Europe 
and U.K., 1926-1930* 


(Annual averages in millions of dollars) 


U.S.A. US.A. 
(excluding (including Continental 

gold) gold) Europe UK. 
19265280). be eee eee -310 —275 205 5 
j LS PALES @ pears cer rks ae ne —375 —330 65 —85 
YES fe Manoa eA eee ok SOP WR © aT —210 -120 40 20 
LOSS SETA Cet ae ae ene, —170 — 35 35 105 
12 RL Pee en Ths Soniay ect —305 —130 20 130 


*Source: Dominion Bureau of Statistics 


The onset of war crystallized a development which is 
implicit in the foregoing figures, namely that from Canada’s 
point of view the rest of the world has in recent years been 
divided into two areas—the sterling area and the dollar area—and 
that accordingly Canada’s interest is greatly bound up in the 
maintenance of a multilateral system in which a surplus of one of 
the major foreign currencies may be used to offset a deficiency 
of the other. 


(c) International Debtor Position 


The main phases in Canadian borrowing abroad have been 
indicated above. The large external borrowings which took place 
before the war of 1914-18 were mainly from the United King- 
dom. After the war, only occasional loans were floated in that 
country and sterling issues of Canadian debtors were repatriated 
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in substantial amounts in periods when sterling stood at a discount 
in terms of Canadian funds, such as rg19 to 1924 and 1931 and 
1932. [he bulk of the fresh borrowing was done in the United 
States. Borrowing was heavy in the 1920’s; in certain years, how- 
ever, Canadians were net purchasers of American securities and 
there were net retirements of Canadian obligations held in the 
United States in the latter 1930’s. The aggregate foreign invest- 
ment in Canada at the outbreak of war in 1939 was nearly $7,000 
million, more than half of which, as Table III below shows, was 
held by American investors. The figures in this table are based on 
book values and cover investments in branch plants and subsidiary 
companies as well as portfolio securities. 


Taste III 
Foreign Investment in Canada, 1939* 


(in millions of dollars) 





All other 

USS.A. U.K.+ countriest Total 

Government Securities.............. 1,241 408} 23 1,672 
Poblicalclitiess.2 toes. 6- 0s 1,059 1,340 95 2,494 
Industrial and commercial.......... 1,604 377 Sl 2,032 
Financial institutions.................... 201 221 51 473 
Miscellaneous assets.................... 85 120 50 255 
ROCA en oer < 4,190 2,466 270 6,926 


*Source: Dominion Bureau of Statistics. 


tAn unascertainable amount of investment beneficially owned in countries other 
than the United Kingdom was held by U.K. nominees and hence appears in the 
U.K. column. 


fAfter repatriation of $75 mm. in latter months of 1939. 


(d) Movements of the Canadian Exchange Rate 


The diagram on page 8 shows that in the majority of years 
between 1919 and 1939 the Canadian dollar exchange rate fluc- 
tuated rather widely. It also illustrates the tendency of the 
Canadian dollar, in periods when sterling is depreciated to 
be quoted at a level of depreciation approximately half that 
prevailing for sterling. 
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IJ. Excuance Controu Poricies anp Mreruops 
(a) Reasons for the Establishment of Exchange Control 


The essential reasons for the establishment of exchange 
control in Canada in September 1939 are implied in the preceding 
analysis of the basic long-run factors affecting the Canadian 
exchange position. The purpose of exchange control was to main- 
tain exchange stability and to conserve Canada’s supply of United 
States dollars for essential war and civilian requirements by 
ensuring that it was not dissipated on non-essential purposes such 
as capital export. 


As regards capital export, the main preoccupation was, of 
course, with the large American investment in Canada. It was 
expected that some non-resident holders of Canadian securities 
would not wish to keep their money invested in a belligerent 
country but would sell their securities on the Canadian market 
and withdraw the proceeds in foreign exchange. This would have 
used up Canada’s supply of United States dollars and rendered 
more difficult an orderly programme of war financing. In con- 
sidering why exchange control was necessary in 1939 but not in 
1914 it is, of course, necessary to bear in mind the changed 
character of the foreign investment in Canada. At the earlier 
period Canada’s principal foreign creditor was the United 
Kingdom and a large part of her investment in Canada was not 
readily marketable here as it took the form either of sterling issues 
of Canadian debtors or direct investments in branch plants. 
The United Kingdom at this time had large reserves of United 
States dollars, and throughout the first world war was able to 
maintain both stable exchange rates and the convertibility of 
sterling without exchange control. In the early part of the war, 
the United Kingdom provided United States dollars in settlement 
of Canada’s surplus exports to the United Kingdom, and in the 
latter part of the war Canada borrowed in the United States. 
Moreover, in 1914 international capital was much less sensitive 
and did not flow so readily from one country to another in search 
of refuge at the first hint of trouble, as was the case in the 1930’s. 

Apart from the danger of capital withdrawal and capital 
flight in 1939, it was anticipated that our current account trans- 
actions with the United States would result in a large deficit. It 
has been shown in the preceding chapter that even before the 
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war Canada ran a deficit with the United States. This was bound 
to increase as a result of the war. By contrast with 1914-1918, 
when Canada’s economic contribution consisted mainly of the 
natural products of the country, we were setting out in 1939 to 
produce many types of mechanical equipment, most of them 
requiring substantial imports from the United States. In addition 
to the abnormal imports of parts and components of war goods, 
it had also to be anticipated that ordinary civilian imports from 
the United States would rise as domestic supplies of similar goods 
would not be available in sufficient volume if a large part of the 
Canadian economy were devoted to war production. 


It was also expected, of ‘course, that Canada’s ‘current 
account balance with the United Kingdom would increase as we 
became a major source of supply of war and civilian goods. But 
it could no longer be expected that surplus sterling accruing to 
our credit could be converted into United States funds: the 
United Kingdom, having relatively small reserves of United 
States dollars and anticipating a deficiency, had established 
exchange control at the outbreak of war and sterling had ceased 
to be convertible. The structural characteristic of the Canadian 
current account balance of payments illustrated in the preceding 
chapter—the deficiency of United States dollars and the surplus 
of sterling—which was of no particular importance from a foreign 
exchange point of view before the war, came to be of great 
importance with the outbreak of war. Unusually heavy require- 
ments of United States exchange would have to be met at a time 
when one of the most important methods previously used for 
covering such demands, namely the automatic conversion of 
surplus sterling, ceased to be available. 


In these circumstances there were no grounds for believing 
that, without foreign exchange control, there would be enough 
United States exchange to satisfy all demands, and exchange 
control was therefore adopted as the method of ensuring that 
essential demands were given priority over non-essential and that 
disturbing fluctuations in exchange rates were eliminated. 


(b) General Description of the Powers of the Board 


Foreign exchange control was instituted on September 16, 
1939, by the Foreign Exchange Control Order which was passed 
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by the Governor in Council under the authority of the War 
Measures Act. The Order established the Foreign Exchange 
Control Board’ as the administrative body to carry out the pro- 
visions of the Order. The Bank of Canada is technical advisor 
to the Board and acts as its agent and banker. All branches of 
Canadian chartered banks are authorized dealers and agents of 
the Board to buy and sell foreign exchange for the Board’s 
account and otherwise to act on behalf of the Board. The Post 
Office is agent of the Board with limited authority to sell foreign 
exchange in the form of Post Office money orders and Post- 
masters and Collectors of Customs are agents of the Board for 
the purpose of ensuring that exports and imports conform with 
the necessary regulations regarding payment. The Board’s main 
offices are in Ottawa and branch offices are maintained in 
Montreal, Toronto, Windsor and Vancouver. 


The Foreign Exchange Control Order in effect places all 
transactions having international financial implications under the 
supervision and control of the Board, the principal specific pro- 
visions of the Order being as follows: 


1. All foreign exchange received by residents of Canada must 
be sold to an authorized dealer. In addition, on April 30, 1940, 
the Foreign Exchange Acquisition Order was passed requiring 
all residents of Canada to sell to the Board all foreign exchange 
in their possession, ownership or control on that date. 


2. Residents of Canada must apply to an authorized dealer or 
other agent of the Board to obtain all foreign exchange which 
they require. 


3. Transfers of Canadian dollars by residents of Canada to non- 
residents may be made only under permit. 


4. Sales, assignments or transfers of securities by residents to 
non-residents may be made only under permit. 


5. Sales of securities in Canada by or on behalf of non-residents 
may be made only under permit. 





1The present members of the Board are: G. F. Towers, Governor of the Bank 
of Canada, who is Chairman; W. C. Clark, Deputy Minister of Finance; N. A. 
Robertson, Under-Secretary of State for External Affairs, D. Sim, Deputy Minister 
of National Revenue, Customs and Excise; M. W. Mackenzie, Deputy Minister of 
Trade and Commerce; H. D. Scully, Canadian Consul General in New York; and 
H. Beaulieu, Director, Administrative Services, Post Office Department. 
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6. Exports from and imports into Canada of goods, securities, 
currency and other property may be made only under permit. 


The Order authorizes the Board to pass regulations and 
issue instructions establishing rules and procedures necessary for 
carrying out the provisions of the Order. It also authorizes the 
Board to exempt transactions from the provisions of the Order 
and a number of types of transactions with the sterling area and 
other normal small transactions have been exempted by regula- 
tion from licence and permit requirements. 

The Order authorizes the Board, subject to instructions of 
the Minister of Finance, to establish rates of exchange at which 
all foreign exchange transactions in Canada are to be made. Rates 
for United States dollars and pounds sterling are established for 
spot transactions as follows: 


United States dollars—Buying—10% premium 
Selling—102% premium 
Pounds sterling —Buying—4.43 
Selling—4.45 
These buying rates have remained unchanged since they were 
originally established on September 16, 1939. The selling rates 
were established at these levels on October 15, 1945, having 
previously been 11% premium for United States dollars and 
$4.47 for pounds sterling. 


(c) Necessity of Comprehensive Control 

While the Foreign Exchange Control Order confers on the 
Board jurisdiction with respect to all transactions having inter- 
national financial implications, the only restrictive use (apart 
from the restrictions on the expenditure of United States funds 
for pleasure travel announced by the Government in July 1940) 
which has in fact been made of the powers of the Board has been 
in relation to capital movements. 


The reason why the powers of the Board need be as com- 
prehensive as those set out in the preceding section and, in 
particular, why all transactions, and not merely capital transac- 
tions, have to be brought under the supervision of the Board is, 
in general terms, that in order to control capital transfers 
effectively it is necessary to scrutinize all transactions involving 
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the transfer of funds or other property from residents to non- 
residents. A transaction which appears at first sight to be of a 
current account nature may involve an export of capital: for 
example if the foreign exchange proceeds of exports are not 
repatriated but invested abroad, or if foreign exchange purchased 
allegedly for imports is used to acquire foreign securities. The 
licensing of exports and imports is necessary to safeguard against 
transactions of this type. 

The requirement that all foreign exchange received by 
residents of Canada must be sold to an authorized dealer is neces- 
sary to prevent capital export in the form of unauthorized 
accumulation of foreign currency balances and to ensure that the 
foreign exchange currently accruing to the Canadian economy 
through exports of goods, services and securities is placed at the 
disposal of Canada as a whole by being brought into official 
reserves. The requirement that all foreign exchange required by 
residents of Canada must be obtained from an official authorized 
dealer is a necessary corollary of the requirement that foreign 
exchange receipts be sold to an authorized dealer. In practice, the 
Foreign Exchange Control Board has authorized firms having a 
large number of foreign exchange transactions to operate foreign 
currency bank accounts in which they may retain working 
balances; regular reports of transactions passing through these 
accounts are obtained by the Board. 


The transfer of Canadian dollars from resident to non- 
resident is also brought under control as such transfers involve 
increased liabilities to non-residents and hence a potential drain 
on Canada’s foreign exchange resources. The non-resident 
receiving the Canadian dollars will wish to obtain value for them: 
even if the Canadian dollars are spent in Canada, the Canadian 
economy will be deprived of receipts of foreign exchange which 
it would otherwise have obtained. 


There is a further reason of a somewhat different character 
why exchange control has to extend to all transactions even 
though restrictions are applied only to certain types of capital 
transaction. Our transactions with the outside world fall into 
two groups, those with the sterling area and those with the United 
States and other countries not forming part of the sterling area. 
Our transactions with the second group are conducted in terms 
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of United States dollars while our transactions with the first 
group are conducted in terms of sterling. As we tend to have a 
surplus of sterling and a shortage of United States funds in our 
current transactions with these two groups and as, under present 
conditions, sterling is not freely convertible into United States 
funds, it is in our interest to ensure that the proper kinds of 
currency are used in our international transactions and that we 
do not, for example, pay United States dollars for imports 
originating in the sterling area or receive sterling for our exports 
to the non-sterling area. The comprehensive machinery of 
exchange control enables us to co-operate with the sterling area 
exchange control authorities for the above purpose. 


(d) Summary of Policies Governing Transactions with the 
United States Dollar Area 


The underlying basis of exchange control vis-a-vis the 
United States dollar area is to prevent the direct or indirect use of 
Canada’s United States dollar resources for unnecessary exports 
of capital to that area while making United States dollars 
available for all normal current account payments and for 
maturing capital obligations expressed in United States dollars. 
Exports from, and services rendered by, Canada to the United 
States dollar area are required to produce United States dollars 
which will be made available to the Board. Similarly, Canadian 
residents receiving income or capital payments in United States 
dollars are obliged to account to the Board for them. 


EXPORTS 


Exports of goods are Canada’s largest source of United States 
dollars and the function of exchange control is to ensure that all 
such exports actually result in their value in United States dollars 
being placed at the disposal of the Board within a reasonable time. 
The Board’s export licence form is combined with the usual 
Customs export entry form and calls for a declaration by the 
exporter describing the goods, their destination, the amount and 
currency of payment to be received, the date on which payment 
is expected and the name of the bank through which the exchange 
wil be sold to the Board. The form accompanies the goods to 
the port of exit and may be approved by a Customs Officer on 
behalf of the Board where payment of the value of the goods is 
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to be received in United States dollars within six months. Copies 
of the form are sent to the exporters bank and to the Board 
where they are matched against the form covering the sale to 
the bank of the United States dollars received for the export. 
Customs Officers also have certain authority to approve exports 
for no payment, e.g. in the case of goods of no commercial value. 
In other cases the approval of the licence by an authorized dealer 
or the Board is necessary in order to ensure that no export of 
capital is taking place. The Board does not exercise any control 
over the kinds of goods which may be exported and is concerned 
in its licensing of exports only with the manner and terms of 
payment. 
IMPORTS 


United States dollars are made available for payment of any 
goods originating in the United States dollar area which are 
legally imported into Canada and the Board exercises no control 
over the kinds of goods which may be imported. Its function is 
to ensure that when United States dollars are supplied to pay 
for imports, goods of equivalent value have entered or will enter 
Canada within a reasonable time and that such goods did not 
originate in the sterling area in which case they could be paid for 
in sterling or Canadian dollars rather than in United States 
dollars. The Board’s import licence form is completed as one of 
a set of the usual Customs import entry forms and shows the 
value and country of origin of the goods. The licence is approved 
by Customs on behalf of the Board at the time the goods are 
entered through Customs. The licence then serves as evidence 
which the importer may produce to his bank when he wishes to 
purchase United States dollars to pay for the goods and is matched 
by the bank against the permit form covering the sale of the 
exchange. 

OTHER CURRENT PAYMENTS 


United States dollars are made available for the fair value of 
all normal services rendered to Canadian residents by residents 
of the United States dollar area and for the payment of current 
income of all kinds such as rents, interest, dividends, wages, etc. 
due by Canadian residents to residents of the United States dollar 
area. Even in cases where such income is contractually payable 
only in Canadian dollars, either the resident making the payment 
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or the non-resident may obtain United States dollars at the 
official rate for the equivalent of the Canadian dollar amount 
payable. Payments of dividends by Canadian companies having 
shareholders who are residents of the United States dollar area 
are normally limited to the amount of the earnings of the 
company since the commencement of exchange Saaral any 
accumulated earnings as of that date being regarded as having 
assumed the character of capital invested in Canada. Interest on 
publicly issued bonds or debentures of Canadian debtors are 
approved, however, whether or not they are covered by current 
earnings. 

Bona fide benevolent remittances to the United States dollar 
area such as charitable donations, gifts, family maintenance, 
religious and missionary expenditures and remittances by non- 
profit organizations are permitted within moderate limits and 
United States dollars are provided for these purposes. 


CAPITAL OBLIGATIONS 


Since the adoption of exchange control, the payment of 
capital obligations to non-residents has been authorized, when 
due, in Canadian dollars or foreign exchange as called for in the 
contract giving rise to the payment. In addition, as a partial offset 
to the inflow of capital in recent years, the Board has sold United 
States dollars or permitted Canadian dollars to be transferred to 
non-residents in connection with certain additional classes of 
capital payments. Thus, where Canadian debtors have the oppor- 
tunity of refunding Wied States dollar obligations at lower 
interest rates in advance of maturity and wish at the same time 
to retire a certain part of their debt, United States dollars are 
now ordinarily provided. 


PROTECTION OF EXISTING INVESTMENTS AND NEW 
CAPITAL INVESTMENTS 


United States dollars are made available to residents for 
capital purposes when they are required to protect an existing 
investment in the United States dollar area. Since the early part 
of 1944, United States dollars have also been provided to Canadian 
residents for capital investment in new commercial ventures in 
the United States dollar area meeting certain requirements, e.g. 
that they can reasonably be expected to provide export outlets 
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for Canadian goods or sources of supply for Canadian industry 
or where the new venture is complementary to operations already 
carried on by the applicant in Canada. 


OTHER CAPITAL PAYMENTS 

There are certain types of capital payments for which 
United States dollars are not provided out of official reserves at 
the official rate but for which payment is permitted in Canadian 
dollars which the recipient may convert into United States funds 
by sale to another non-resident in the free exchange market out- 
side Canada. These include payment at maturity of Canadian 
dollar obligations held by non-residents, payment of the purchase 
price of real estate in Canada sold by a non-resident to a resident, 
the proceeds of liquidations of businesses in Canada owned by 
non-residents and the settlement of capital amounts due by 
Canadian companies to parent or related companies in the United 
States dollar area. Permission is also given for the payment in 
Canadian dollars of legacies and other capital payments due from 
Canadian estates to beneficiaries who are residents in the United 
States dollar area. Prior to the early part of 1943 payments of 
these types were ordinarily permitted only on condition that the 
non-resident retained his capital investment in Canada by rein- 
vesting in Canadian domestic securities. The payments mentioned 
in this paragraph, taken in conjunction with the Canadian dollar 
deposits held by non-residents at the inception of exchange 
control, constitute the main source of supply of Canadian dollars 
to the unofficial exchange market. 


SECURITIES TRANSACTIONS 

The commonest and most direct form of export of capital 
is represented by the purchase of securities by residents from non- 
residents. The basic principles of foreign exchange control are 
that Canada’s United States dollar resources may not be used by 
residents to increase their investments in foreign securities above 
the amount of such investments at the commencement of 
exchange control and that they may not be used by residents of 
the United States dollar area to reduce their investments in 
Canadian securities below the amount of such investments at the 
beginning of control. 
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Residents are granted the necessary permits to sell and 
transfer Canadian or foreign securities to non-residents provided 
they receive immediate payment of the value of the securities. 
If Canadian domestic securities are sold, payment may be 
obtained in Canadian dollars from the non-resident. In other 
cases payment must be obtained in United States dollars which 
are either made available to the Board or are reinvested in other 
marketable securities payable in United States dollars. Prior to 
February 1945, it was a requirement that the sale and reinvest- 
ment be made simultaneously but since that time provision has 
been made whereby the proceeds of sales may be held for a 
reasonable time by a broker or dealer pending reinvestment. In 
order to ensure that these conditions are met, permits are required 
for the physical export of securities from Canada as well as for 
sales, transfers or assignments of securities by residents to non- 
residents, the same permit form serving both purposes. 


Permits for sales in Canada of securities held by residents of 
the United States dollar area are not ordinarily granted unless the 
non-resident is reinvesting the proceeds in other domestic 
securities or unless the securities were purchased outright in 
Canada by the non-resident subsequent to the commencement of 
exchange control and the purchase was registered with the Board. 
Until January 1946, non-residents who wished to make fresh 
investments in Canadian domestic securities might register such 
purchases with the Board and permission is normally granted for 
the subsequent outright sale of such securities and the withdrawal 
of the proceeds from Canada in Canadian dolars which the non- 
resident is free to dispose of in exchange markets outside Canada. 
Since January 1946, however, the Board has not accepted regis- 
trations for subsequent sale of non-resident purchases.of Canadian 
bonds and debentures as distinct from stocks and shares. Up to 
the end of 1945 non-resident purchases of securities totalling $432 
million had been registered with the Board and sales aggregated 
$44 million. 

TRAVEL 

since May 1945, United States dollars have been made 
available to Canadian residents for any reasonable expenditures in 
connection with travel in countries in the United States dollar 
area. A permit is required for a resident traveller to export from 
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Canada funds in the form of Canadian or United States dollar 
cash and travellers’ cheques with a combined total of more than 
$50 in order to ensure that any United States dollars in the 
traveller’s possession were legally acquired from an authorized 
dealer and that funds are not being exported under the guise of 
travel funds for use for an unauthorized purpose. 


(e) Summary of Policies Governing Transactions with the 
Sterling Area 


Transactions between Canada and the sterling area‘ are 
carried out in either sterling or Canadian dollars. As the problem 
is the sterling area’s shortage of Canadian dollars, there are no 
restrictions on or permit requirements for payments from Canada 
to the sterling area in either Canadian dollars or sterling and no 
import licence is required for goods of sterling area origin. 
Exports to the sterling area are permitted whether or not 
payment is to be received and Canadian residents are not required 
to sell to the Board sterling which comes into their possession. 
While permits are required for sales of securities in Canada by 
sterling area residents, such permits are readily granted where 
the Canadian dollar proceeds are to be made available to a sterling 
area exchange control. Payments from the sterling area to 
Canada are controlled by the sterling area exchange control 
authorities who do not, in general, permit payments of a capital 
nature. 


III. Survey or U.S. Dotiar Position anp Po.iciEes 1939-45 
(a) Summary of Period as a Whole 


Taking the period September 15, 1939 to December 31, 
1945 as a whole, Canada substantially increased her liquid balances 
in the form of gold and United States funds, but at the cost of 
reductions in other assets and increases in liabilities. Table IV 
below shows these balances at the date of establishment of 
exchange control and at the end of each subsequent year. 


‘The sterling area comprises the British Commonwealth and Empire (except 
Canada and Newfoundland) and Egypt, Anglo-Egyptian Sudan, Iceland, Faroe 
Islands and Iraq. 





a9 


Tas_e IV 
Canada’s Holdings of Gold and U.S. Dollars 


(in millions of U.S. dollars) 


F.E.C.B. . 

(and Bank ease Private* Total 

of Canada) 
Sept. B51 930 | aan aa ee 238.7 22.4 E325) pet 0 Bek 
Dec s LOS Oe an nee DAE dees 33.4 98 404.2 
Decrease 19402 ts eo 309.3 20.8 2 33221 
PoeCHis red 04 eters errant tate, 164.1 Abs) — 187.6 
DEG e511 942 eee. tae 242.9 75.6 — Shy re tie) 
Dec Os 94 38 Ae eed at ok BES es 76.4 - 649.6 
DeGra abel Oat nes ne teien oes 800.1 12s — 902.2 
Dee EE TO4S es ee ieee 1,275.9 Zoot — WesOS 0 


*Exclusive of working balances 


Notwithstanding the rise in our liquid reserves, our balance 
of indebtedness vis-a-vis the United States dollar area was sub- 
stantially the same at the end of 1945 as at the outbreak of war. 
Table HI above shows that at the outbreak of the war, United 
States investments in Canada, including investment in branches 
and subsidiaries as well as portfolio holdings of Canadian securi- 
ties, amounted to approximately $4,200 million. Taking into 
account assets in the United States held by Canadians, Canada’s 
balance of indebtedness to the United States was in the neighbor- 
hood of $3 billion. 


Table V summarizes by years the changes in the main 
categories of our United States dollar assets and liabilities since 
1939." It will be noted that while our liquid reserves of gold and 
United States dollars increased materially over the period Septem- 
ber 15, 1939 - December 31, 1945, there were substantial reduc- 
tions in Canada’s holdings of United States securities and other 
assets during this period. The increase in our total United States 
dollar assets ($747 million) was of just about the same magnitude 
as the increase in our external liabiilties ($735 million). The 
increased liabilities resulted mainly from sales of Canadian 


*It should be noted that while the table covers the main items affecting Canada’s 
debtor position vis-a-vis the United States, certain items are omitted because accurate 
information regarding their magnitude is not available. The omissions relate mainly 
to accounts payable and receivable. The inclusion of these figures would, however, 
not significantly affect the figures in the table but it would probably have the result 
of converting the slight improvement shown in our over-all balance of indebtedness 
during the period 1939-1945 into a slight deterioration. 
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securities to the United States and from the retention in Canada 
of a substantial part of the earnings of subsidiaries of United 
States companies, which are eligible for conversion into United 
States funds through the Foreign Exchange Control Board. It 1s 
thus apparent that to a very considerable extent the increase which 
took place in Canada’s reserves of gold and United States dollars 
from the outbreak of war until the end of 1945 can be ascribed 
to the liquidation by Canadians of earning assets such as United 
States securities and the purchase of Canadian securities by 
American investors. 


Table V shows the wide fluctuations which took place in 
Canada’s international debtor position vis-a-vis the United States 
in the course of the war and it demonstrates the need for ample 
exchange reserves to protect an economy like that of Canada 
from instability resulting from fluctuations in its balance of 
international payments. In the 24 years from the outbreak of war 
until the end of 1941, Canada’s net debtor position in relation to 
the United States dollar area worsened by over $350 million 
(including a decline of over $200 million in liquid balances). The 
entry of the United States into the war at the end of 1941 was 
accompanied by large expenditures by the United States abroad, 
including Canada, for war purposes. In 1942 Canadian receipts 
of United States dollars from this source were, however, not 
sufficient to offset the continued deficit and our over-all position 
deteriorated by a further $52 million, bringing the total deteriora- 
tion since the outbreak of war to an amount over $400 million. Ia 
the subsequent years the special American war expenditures in 
Canada, combined with other unusual factors, e.g. very large 
sales of grain to the United States, helped to enable Canada to 
recapture the ground lost in the first years of the war and to 
re-establish her over-all position. Attention should, however, be 
particularly directed to the fact that the main factors responsible 
for this result were directly connected with the war and have 
now ceased to operate. 


The fact that Canada’s balance of indebtedness to the United 
States was not higher at the end of 1945 than at the outbreak of 
war may be considered remarkable when regard is had to the 
enormous scale of our wartime expenditures in that country. The 
adjusted figures of our merchandise imports from the United 
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States, which ran at $400-$500 million per year before the war, 
rose to a level exceeding $1,300 million in 1943. Over the 6 years 
1940-45, merchandise imports from the United States exceeded 
$6,000 million. The United States dollars sold to us by the 
United Kingdom in partial settlement of their deficit with us, 
and the United States dollars we earned through current trans- 
actions with non-sterling area countries other than the United 
States, were the important factors which prevented the very large 
cumulative deficit in our current account with the United States 
during the war years from resulting in an equivalent increase in 
our balance of indebtedness to that country. 


(b) Summary of the Main Factors Influencing Exchange Position 


The over-all result described in the preceding section 
reflected various economic developments in Canada and abroad, 
the more important of which are noted below. 


RELATIVE STABILITY DURING THE OPENING MONTHS OF CONTROL 


Canada’s liquid reserves remained relatively stable in the 
early months of the war. The introduction of exchange control 
prevented a flight of capital from Canada and the current account 
with the United States was not as far out of balance as in later 
months when Canadian war expenditures in the United States 
expanded sharply. This period of relative stability continued 
until the summer of 1940. 


RAPID EXCHANGE LOSS, 1940-41 


By the early summer of 1940 it became evident that the 
stability would be short-lived. The course of the war following 
the German offensive and occupation of France and other Allied 
nations in Western Europe led to a great expansion in the 
Canadian programme of war production, both for Canadian 
account and for British account, and gave rise to heavy require- 
ments of United States dollars to purchase the machine tools, 
other capital equipment, aircraft and military equipment, and 
materials and components needed for this programme. These 
could only be obtained in the United States. The heavy wartime 
demands were additional to the large civilian demands for 
imports which were themselves augmented as a result of the 
increase in incomes in Canada. Imports from the United States 
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rose throughout 1940 and by 1941 reached a level more than 
twice as high as in 1938. 

During the same period Canada’s current income in United 
States dollars was rising only moderately. Commodity exports to 
the United States increased, as did gold production, but there 
was a shrinkage in American tourists’ expenditures in Canada in 
1940 and, with the over-running of Europe, a sharp falling off in 
the important revenue from exports to other foreign countries. 

In these circumstances the current account deficit between 
Canada and the United States dollar countries rose rapidly: the 
current deficit with the United States rose from $116 million in 
1939 to $292 million in 1940 and $318 million in 1941; 
the current account surplus with other non-Empire countries 
was reduced from $78 million in 1938 to $22 million in 1940 and 
$4 million in 1941. Our liquid reserves fell sharply. During the 
period of most rapid decline, from March 1940 to the end of 
January 1942, there was a loss of $210 million U.S. in reserves, 
and this notwithstanding special receipts of $225 million U.S. 
from the United Kingdom in partial settlement of the British 
deficit of Canadian dollars. At the end of January 1942, Canada’s 
liquid reserves of gold and United States dollars were down to 
$174 million U.S., having declined by $85 million U.S. in the 


preceding four months. 


MEASURES OF EXCHANGE MOBILIZATION AND CONSERVATION 

Various official measures were adopted during this period 
of rapid exchange loss to mobilize and conserve the diminishing 
supply of foreign exchange for the more essential purposes of the 
war. The Foreign Exchange Acquisition Order of April 30, 
1940 required residents of Canada to sell foreign currency owned 
by them to the Foreign Exchange Control Board. Under this 
measure, $24.8 million in United States funds was transferred 
from the Bank of Canada to the Foreign Exchange Control 
Board and $57.5 million from private holders. By a separate order 
the gold holdings of the Bank of Canada, amounting to $205.2 
million U.S., were also transferred. 

In the budget of June, 1940, the War Exchange Tax of 10 
per cent was imposed on practically all imports, free and dutiable, 
from non-Empire countries and the excise taxes on automobiles 
were raised; the primary purpose of both measures was exchange 
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conservation. This was followed in July 1940 by the Govern- 
ment policy prohibiting the expenditure of United States funds 
for pleasure travel. The War Exchange Conservation Act of 
December 1940 aimed at aiding the exchange situation in three 
ways: (1) by restricting imports of non-essential commodities 
from non-sterling area countries, (2) by encouraging the expan- 
sion of export capacity, and (3) by encouraging imports from the 
United Kingdom. The importation from non-sterling countries 
of a wide range of commodities regarded as non-essential during 
the war was prohibited. Included in the prohibited list were many 
kinds of food, clothing, consumers’ durable goods and other 
luxury articles. Under this measure the character of Canadian 
imports from the United States was altered but the resulting 
saving in exchange was only a fraction of the great expansion in 
imports essential for the war. The encouragement to exports was 
provided through tax concessions which might be extended to 
companies undertaking an expansion in export capacity. Imports 
from the United Kingdom were encouraged by removing or 
lowering the duty on a number of textiles and other commodities. 


HYDE PARK AGREEMENT 


These measures of exchange conservation taken in 1940, 
though very important, were insufficient to meet the great 
increase in Canada’s United States dollar requirements, and the 
situation became increasingly serious in 1941. While encourage- 
ment was given to the expansion of exports which would produce 
United States dollars, to the production of gold, and to the pro- 
motion of the tourist trade, there were limits to the extent to 
which these more normal sources of exchange could be main- 
tained in view of the increasing diversion of manpower and 
materials into war activities. New sources of receipts of United 
States dollars were necessary if Canada was to be able to continue 
for an indefinite period to purchase the great variety of United 
States commodities required for the prosecution of the war. 


The new source of receipts worked out under the Hyde 
Park Agreement of April 1941 enabled Canada to concentrate 
her resources on the production of war goods. Canada and the 
United States were both net suppliers of munitions of war and 
it was agreed that each country should concentrate on the produc- 
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tion of types for which it was best adapted. This involved the 
production in Canada of certain kinds of munitions, strategic 
materials, aluminum and ships required by the United States. 


As a result of these arrangements, a rapidly expanded pro- 
gramme of production was developed to meet the growing needs 
of the United States for materials and munitions. A crown com- 
pany, War Supplies Limited, was set up to handle certain of the 
sales to the United States Government. The principal receipts of 
United States dollars occurred after 1941 as the volume of 
Canadian production increased. Receipts of United States dollars 
by this company were $275 million U‘S. in 1942, $301 million 
U.S. in 1943 and $314 million U.S. in 1944, after deducting 
refunds of advances on certain contracts and other adjustments 
by Canada. In 1945 receipts declined to $189 million USS. 


OTHER U.S. GOVERNMENT EXPENDITURES IN CANADA 

United States Government expenditures in Canada in con- 
nection with defence activities after Pearl Harbour also 
contributed substantially to the supply of exchange during the 
later years of the war. While it is difficult to identify all of the 
receipts of United States dollars originating from this source, they 
aggregate several hundred millions of dollars. These receipts 
of dollars first became appreciable in 1942. In 1943 they expanded 
rapidly, reaching their peak in that year, but continued to be 
very substantial in 1944. The construction of the Alaska High- 
way and other roads, chains of airfields, telephone lines, naval 
establishments and the Canol project were the principal activities 
giving rise to the expenditures. Maintenance and operation of the 
establishments with the personnel required contributed to sus- 
taining expenditures after the original construction. A substantial 
portion of the capital expenditures of this type made by the 
United States Government was reimbursed to it by the Canadian 
Government in 1944. 


SPECIAL RECEIPTS FROM THE UNITED KINGDOM 
Another source of gold and United States dollars to which 
special reference should be made has been the receipts from the 
United Kingdom. As explained at greater length in the succeed- 
ing chapter, a part of the sterling area deficiency of Canadian 
dollars was met in this way. Total special receipts to the end of 


26 


1945 were $458 million U.S., about half of which was received 
in 1940. In addition to these special receipts, additional amounts 
of gold and United States dollars were received from the United 
Kingdom as a result of inter-control adjustment of various items; 
moreover, the co-operation of the United Kingdom exchange 
control afforded Canada certain opportunities (of which examples 
are given on page 36 below) of using sterling instead of United 
States dollars in transactions with third countries. 


CAPITAL INFLOWS 


In the later years of the war the inflow of capital to Canada 
from the United States became an important source of exchange. 
The inflow took the form mainly of the purchase of Canadian 
securities by United States investors. The movement first became 
marked in 1942 and rose sharply in 1943 when gross sales of 
outstanding Canadian securities for United States dollars 
amounted to nearly $200 million, or almost twice the total in 
1942. While there was some falling off in 1944, the total for the 
year still exceeded $100 million and in 1945 rose again to more 
than $200 million. 


Purchase of outstanding issues accounted for the greater 
part of the capital inflow although a number of new issues were 
also floated in the United States in connection with refinancing. 
Multiple currency issues guaranteed by the Dominion Govern- 
ment were exported in large quantities and provincial, municipal 
and corporation issues were also bought in substantial volume. 
With increased liquid reserves it was possible in 1943 to call 
several Dominion issues payable in U.S. currency with a par 
value of $106 million in advance of their date of maturity; in 
addition parts of two other Dominion issues were refinanced in 
the United States. In 1943 a Canadian National Railways Gov- 
ernment-Guaranteed issue aggregating $57 millions payable in 
New York was called for redemption and New York pay 
Dominion issues aggregating $40 million and $115 million were 
called for redemption in 1945 and in January 1946 respectively. 


Substantial capital inflows also rose from sales by Canadians 
of United States and other foreign securities. These were sub- 
stantial throughout the war but particularly since 1943. In addi- 
tion, inflows of United States capital for purposes of direct busi- 
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ness investment reached appreciable proportions in 1944 and 


1945. 
EXPORTS OF GRAIN AND OTHER COMMODITIES 

The heavy American demand for Canadian grain which 
developed in 1943 with the shortage of grains for feed and indus- 
trial purposes in the United States provided another unusual 
source of United States funds of extraordinary size. Canada re- 
ceived approximately $150 million U.S. from the sale of grain to the 
United States in 1943, in 1944 receipts were in the neighborhood 
of $300 million and in 1945 around $100 million. The magnitude 
of this non-recurrent source of dollars is brought into relief when 
it is recalled that receipts from exports of grain in 1944 con- 
siderably exceeded the total value of all merchandise exports to 
the United States in 1938. United States purchases of many other 
Canadian commodities also reached unprecedented levels’ in 
recent years, although the amounts are less than the sales of grain. 
In many other instances the demand is also temporary, resulting 
from wartime shortages. 


RELAXATIONS IN EXCHANGE RESTRICTIONS 


Because of the improved exchange position, it became 
possible in 1944 to reduce some of the restrictions upon the 
expenditure of United States dollars. The first step in> this 
direction was taken in May 1944 when moderate amounts of 
United States dollars were made available to residents of Canada 
for travel for any purpose. The principal change introduced was 
to permit persons to buy up to $75 in United States currency 
for travel for any purpose, but not more frequently than once 
every six months, or alternatively $150 once every twelve 
months. One year later, in May 1945, further relaxations in the 
restrictions upon travel were introduced and since that time 
Canadians have been permitted to buy United States funds for 
any reasonable travel expenditures. The improved position also 
made it possible to introduce some flexibility in the control of 
capital exports in 1944 when certain types of application for 
United States dollars for the extension of Canadian business 
activity outside of Canada were approved. 


The improved exchange position also made possible the 
removal of the restrictions on imports from the United States 
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and other non-sterling area countries which had been introduced 
by Parliament at the end of 1940 when the exchange situation 
was acute. [he prohibitions on certain civilian imports from the 
United States contained in the War Exchange Conservation Act 
were removed by the repeal of the relevant sections of the Act 
in August 1944. Finally, in the budget introduced in October 
1945, the War Exchange Tax was abolished. 


IV. Survey oF STERLING PostTION AND POLICIES, 1939-1945 
(a) Summary of the Period as a Whole 

The balance of Canadian long-term indebtedness to the 
United Kingdom was substantially reduced between 1939 and 
1945. Lable III above shows that at the outbreak of war invest- 
ments in Canada, including fixed investments, held in United 
Kingdom names (including those held by United Kingdom - 
nominees on behalf of beneficial owners resident in other 
countries), amounted to approximately $2,500 million at book 
values. Table VI (see page 30) shows the main wartime changes 
in the balance of Canadian indebtedness to the United Kingdom. 


The principal reduction resulted from official repatriation 
of Canadian securities held in the United Kingdom which has 
amounted to $703 million. In addition, other Canadian repurchases 
of Canadian securities held in Britain were substantial and there 
were appreciable redemptions of provincial, municipal and 
corporation securities maturing or called during the war. Other 
forms of private Canadian liabilities to the United Kingdom 
increased slightly on balance, representing mainly a small portion 
still unliquidated of the advances made by the British Govern- 
ment for the expansion of production of materials urgently 
needed for the war. Reductions in Canadian liabilities to the 
United Kingdom total $958 million to the end of 1945. In addi- 
tion, Canada’s assets increased. In the first place, there has been 
the loan of $700 million to the United Kingdom, of which $561 
million was outstanding at the end of 1945. When some other 
increases in Canadian assets in the United Kingdom, arising 
mainly from the temporary blocking of certain capital receipts 
made necessary by the shortage of dollars, are added to the total, 
the increase in Canadian claims against the United Kingdom is 
$573 million, bringing the total ascertained reduction in the 
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balance of Canadian indebtedness in the United Kingdom to over 
$1,500 million to the end of 1945. It should be noted that these 
figures are exclusive of certain intergovernmental liabilities whose 
final amount and method of settlement has not yet been deter- 
mined. 


(b) Methods of Financing the Sterling Area Deficit of Canadian 
Dollars 


One of the primary objects of economic mobilization in 
Canada during the war was to increase Canadian production of 
food, raw materials and munitions urgently required overseas for 
the prosecution of the war. Most of this production was used in 
the United Kingdom and in the many theatres of the war 
overseas where British and Allied nations were engaged. Con- 
sequently exports of commodities from Canada on United 
Kingdom account expanded to unprecedented levels: these 
commodity movements reflect the pooling of resources and the 
distribution of production for the most effective prosecution of 
the war. The total expenditures of the sterling area on goods and 
services in Canada from the outbreak of war to the end of 1945 
amounted to over $104 billion. Of this, about $24 billion was 
covered by ordinary commercial receipts and somewhat more 
than this amount by overseas military expenditures of the 
Canadian Government. The net deficiency amounted to approxi- 
mately $52 billion and Table VII (see pages 32-33) shows the 
special methods used at various stages for financing it. 


The sterling area deficiency of Canadian dollars during the 
War represents an accentuation of the outlines of the pre-war 
balance of payments. With the wartime expansion of Canadian 
production, the sterling area’s pre-war current account shortage 
of Canadian dollars was greatly increased. 


Before the war, the more moderate deficiency was covered, 
in effect, by transfers of United States dollars from the United 
Kingdom to Canada since Canada converted her surplus sterling 
into United States funds. At the outbreak of war it was necessary 
for the United Kingdom and other sterling area countries to 
introduce exchange control and husband their United States 
dollar resources. As the table shows, a relatively small proportion 
of the deficiency was covered in this way during the war; the 
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amounts so received were, however, important in keeping 
Canada’s balance of indebtedness to the United States within 
the limits set out in the previous chapter. Receipts of United 
States dollars were the equivalent of $504 million Canadian up 
to the end of 1945. 

By far the greater part of the sterling area deficiency of 
Canadian dollars was covered by special financial measures 
undertaken by the Dominion Government. The first of these was 
the repayment, in advance of maturity, of its obligations held in 
the United Kingdom. All Dominion Government, Dominion 
Government guaranteed and C.N.R. issues were repatriated, 
thus providing the United Kingdom with over $700 million in 
the early years of the war. In addition to official repatriations 
there have been sales of vested Canadian securities in Canadian 
markets by the British Government. The security markets have 
also been the channel for other private purchases of Canadian 
securities held in the United Kingdom which have further con- 


tributed to the British supply of Canadian dollars. 


The methods described were not sufficient to meet the 
British shortage of dollars in the first two years of the war, and 
to make up the balance, Canada accumulated substantial amounts 
of sterling during these years. In 1940 the accumulation of 
sterling by the Foreign Exchange Control Board and the Bank 
of Canada amounted to $82 million. In 1941 this became the 
major source of financing when $728 million was accumulated 
in the form of sterling balances; and the balances erew further 
in the early months of 1942. The Foreign Exchange Control 
Board was holding approximately $1,000 million in sterling 
balances at the time that the disposition of these balances was 
provided for in the United Kingdom (War Financing) Act, 
March 1942. Approximately $300 million was used by the 
Government for repatriation of securities and the balance was 
converted to an interest-free loan to the Government of the 
United Kingdom. Since 1942 the Foreign Exchange Control 
Board’s sterling balances have been limited to those required for 
normal operations. 

The sterling area deficiency of Canadian dollars in the last 
nine months of 1942 was met by $1,000 million contributed to 
the United Kingdom in the spring of 1942; this was all disbursed 
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to purchase food, munitions and other war supplies in Canad 
before the end of 1942. , | 

In the early months of 1943, before the introduction of the 
Mutual Aid programme, the sterling area deficiency of Canadian 
dollars was met by various special methods of financing. Gold 
and United States dollars equivalent to approximately $165 
million Canadian were sold by the United Kingdom to Canada 
at the end of 1942 and beginning of 1943. The Canadian Govern- 
ment took over, at a cost of $205 million, the British interest in 
munitions plants which had been constructed in Canada with the 
aid of British funds in the early part of the war. About the same 
time there were cash repayments by Canada of working capital 
advanced by the United Kingdom in earlier periods to both 
government and private producers of munitions in Canada; these 
repayments amounted to $190 million. 

These special methods of financing were succeeded by the 
Mutual Aid programme which got under way during the latter 
half of 1943. Under the Mutual Aid Act, Canada provided food, 
munitions and other war supplies and war services to other Allied 
nations requiring this aid for the prosecution of the war. The 
first Mutual Aid appropriation in 1943 was for $1,000 million 
and this was followed in 1944 by an additional appropriation for 
Mutual Aid of nearly $800 million and in 1945 by an allotment 
out of the war appropriation of over $650 million. Mutual Aid 
expenditures on account of sterling area countries to the end of 
August 1945 totalled $2,175 million. 

Following the termination of Mutual Aid, British expendi- 
tures on food were financed by interim advances under the War 
Appropriation Act of 1945. Such advances aggregated $164 
million outstanding at the end of 1945. 


(c) Activities of the Foreign Exchange Control Board 


The figures given in the preceding section show that the 
great bulk of the sterling area deficiency during the war years 
was financed by appropriation of public funds in Canada. The 
machinery of the Foreign Exchange Control Board was used as 
an instrument of financing only in the phase when the deficit 
was being covered through the accumulation of sterling. How- 
ever, the administrative procedures of the Foreign Exchange 
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Control Board with regard to sterling and the sterling area have 
consistently been directed towards reducing the deficiency of 
Canadian dollars remaining to be covered out of public funds. 
Thus, there are no restrictions of any sort on the remittance of 
funds from Canada to the United Kingdom or other parts of the 
sterling area: remittances may be made for any purpose without 
formality or permit. The Foreign Exchange Control Board has 
collaborated with the exchange authorities of the United King- 
dom to ensure that all Canadian dollars accruing to residents of 
the United Kingdom are placed at the disposal of the British 
exchange control and so made available to finance British pur- 
chases in Canada, thus reducing the use of Canadian public funds 
for this purpose. 


Special procedures were also evolved by the Board to make 
sure that sterling or Canadian dollars (and not United States 
dollars) were used by Canadians in all payments to the sterling 
area and for goods produced in the sterling area, including sterling 
area goods purchased in third countries. In addition, the Board 
was able in certain cases to arrange to use sterling instead of 
United States funds for payments ftom Canada to countries 
outside the sterling area. For example, the Board made an arrange- 
ment with the Brazilian exchange authorities in 1941, which 
lasted until 1944, under which Canada paid for her imports from 
Brazil to the extent of 50 per cent in sterling and 50 per cent in 
United States funds, instead of 100 per cent in United States 
funds as would be the normal rule. Private trade with Brazil 
continued on a United States dollar basis, the above result being 
accomplished by an inter-control adjustment. As imports from 
Brazil were heavy during this period a considerable amount of 
sterling was used by Canada and a considerable amount of United 
States funds saved in this way. It was also possible to arrange for 
the use of sterling in payment of certain imports from other 
countries of Latin America. Moreover, support remittances to 
China, Finland, Greece and Italy have been covered in sterling. 
Under the British exchange control regulations the use of sterling 
by any country for payments outside the sterling area is normally 
prohibited and the transactions mentioned above have all taken 
place with the cooperation of the United Kingdom authorities. 
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Finally, since capital movements from the sterling area to 
Canada have the effect of increasing the sterling area deficiency 
of Canadian dollars, the Board has co-operated with the sterling 
area exchange control authorities in controlling such capital 
movements. Since early in 1942 capital payments from sterling 
area residents to Canadian residents have normally been allowed 
only when made to blocked sterling bank accounts in the names 
of the payees. Balances in such accounts are not convertible into 
Canadian dollars and may be used only for investment in sterling 
securities, the interest on which is, however, freely transferable 
to Canada. An exception was originally made for the first £100 
of legacies or other capital payments from sterling area estates to 
Canadian beneficiaries and in August 1945 this was increased to 
41,000. Arrangements also exist for allowing the transfer to 
Canada of small amounts of blocked sterling where the funds 
are urgently required by Canadian residents for maintenance 
purposes. 


V. ExcHance Funp 
(a) Capital Resources of the Foreign Exchange Control Board 


The original capital resources at the disposal of the Board 
consisted of the Minister of Finance Special Exchange Fund 
Account established by virtue of the Exchange Fund Act of 
1935. [his amounted, on September 16, 1939, to $83,876,974.41 
and was entirely held in Canadian funds. 


The capital resources available to the Board were subse- 
quently increased, as required to finance acquisitions of foreign 
exchange, by advances from the Minister of Finance to the 
Special Exchange Fund Account. The first such advance, in an 
amount of $325 million, was made on May 1, 1940, to enable the 
Board to pay for the gold and foreign exchange acquired under 
the Foreign Exchange Acquisition Order and the Exchange Fund 
Order. This advance was repaid on June 2, 1942. Aggregate 
advances and repayments of advances to the end of 1945 are 
shown below: 


(In millions of dollars) 


Advances by Repayment Advances out- 


Government of advances Cees ox 
$040) ie ee han ee 325 - 32) 
LOFT ge Se ee ee 400 — 400 
OL PAL ee ee ler ee! BRAN Ee G22 175 
LST: Serene Sate ME AC ety 365 _ 540 
LOS ae re ude ee ee 245 _ 785 
LOS ere ete ee aL) _ e123 00 


(b) Revenues and Expenditures and Balance Sheet of the 
Exchange Fund Account 


Annexed hereto are statements of Revenues and Expendi- 
tures of the Exchange Fund Account covering the period from 
commencement of operations on September 16, 1939 to Decem- 
ber 31, 1945 and of the Assets and Liabilities as at December 31, 
1945. [here is also annexed a detailed statement of the general 
operating costs of the Board. These statements recapitulate the in- 
formation furnished to the Minister of Finance from year to year. 
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MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 


Statement of Revenue and Expenditure 


September 15, 1939 to December 31, 1940 


REVENUE 
From Turnover on Foreign Exchange................ 16,043,095 .02 
Bronmtetransactions tn Grold 2... ceicgsseeee. 432,775.55 
From Earnings on Investments and 
HO TIBI ALAN CES Els on ut hey NUN aise as 175,075.54 
Gia ercuuc eee ore a et Lo 2) 
EXPENDITURE 
Commissions paid on purchases and sales of 
POP OM eis CHAN OE terraces ci, toh atv erect. 4,223,653.33 
Interest Paid on Loans from Dominion 
CI OVECIIITICN tartare sett escent soe le 2,008,5 39.69 
Re erale) Deriring Coste sadn cat ities 1,503,294.93 


Excess of Revenue over Expenditure, 
transferred to Reserve Fund...................... 
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16,650,946.11 


15 P3401.) 


8,915,458.16 


MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 
Statement of Revenue and Expenditure 


January 1, 1941 to December 31, 1941 


REVENUE 

From ‘Turnover on Foreign Exchange................ 16,256,062.02 
Prone tansactionisii: rodent ne eee 8,503.42 
From Earnings on Investments and 

Horcion balancess aay ant ae een 3,227,748.25 
From Profit on Sale of Investments.................. 3,985.23 
bLOtalfRevente 1 an et ite, chs ee eee 19,496,298.92 

EXPENDITURE 

Commissions paid on purchases and 

sales Ot VOLcIgusU chiang. een ae ces 3 893,650.44 
Interest paid on Loans from Dominion 

Gov coimenteueie te ret see ne ee 4,974,410.32 
Cost ol @om Shipments... ae 10,089.48 
Genicrale@ perating Costs... ye eee eee 1,352,864.57 
lorie xpendititeec:.a a1.) wie ate eee 10,231,014.81 


Excess of Revenue over Expenditure, 
transferred to Reserve Fund...................... 9,265,284.11 


4.0 


| 
| 


MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 


Statement of Revenue and Expenditure 











January 1, 1942 to December 31, 1942 ; 
REVENUE 
’ From Turnover on Foreign Exchange................ 17,147,914.32 E 
Prom lransactions. im’ Gold)tais a... cu — 65,255.49* f 
From Earnings on Investments and 
Ole One Dalances eee... eked. ek 3,021,515.40 i 
From Profit on Sale of Investments................ 650,159.59 | 
Sta Beeveniicw a Ane he 20,7 54,333.82 
EXPENDITURE | 
Commissions paid on purchases and sales of : 
Piccigty Hxehanves eh biol ol cs bc 4,087,001.23 | 
Interest paid on Loans from Dominion 
Srcverninientyaen ne cafe 3,943,074.18 
Cost of Temporary F inancing ‘Iransactions 
undertaken with Bank of Canada............. 387,528.61 
Interest paid on Retirement Fund...................... 1220.57 
SPSS CeO eI OLLI ENICIIES Wer cases |i. aucedecesa cc Sans 11,782.02 
ReeclanG) peratina, Casta k, eeyionecsals Seon ts 1,098,573.72 
SE Ta eperitiircd vce whew 6 eit de 9,529,180.33 





Excess of Revenue over Expenditure, 
transferred to Reserve Fund..................... 11,225,153.49 


*This was a temporary book loss. reversed in 1943. 
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MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 


Statement of Revenue and Expenditure 


January 1, 1943 to December 31, 1943 


REVENUE 

From Turnover on Foreign Exchange................ 18,068,453 .66 
From=iransactions in Gold. 0,.4...4.... wee 263,757.17 
From Earnings on Investments and 

Foreton! Balances aus cenrta: ta. eee 807,155.98 
HL ORANG OV ere er nile. oeret eel hee a 

EXPENDITURE 

Commissions paid on purchases and sales of 

Boreion Exchangesws.ay a: een 4,805,309.80 
Interest paid on Loans from 

Dominion Government............000..00:ccceecees 4,028,059.36 
Cost of Temporary Financing Transactions 

undertaken with Bank of Canada.............. 71.38 
interest paid on) Retirement Fund. 2 )7.20.-208 1,261.35 
Costol. Got Shipments ae. ee ees 13,524.56 
General. Operating Gost oc. wea ee 876,630.14 
otalpExpendituce sacs sae ite an eee 


Excess of Revenue over Expenditure, 
transferred to Reserve Fund...................... 
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19,139,366.81 


9,724,856.59 


9,414,510.22 


MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 
Statement of Revenue and Expenditure 


January 1, 1944 to December 30, 1944 


REVENUE 
From Turnover on Foreign Exchange 2 eae 16,869,105.51 
Pe Giueatansactions 11 CiOld.:,.cusanac te. 113,502.01 
From Earnings on Investments and 
| @10S (FOL APA ETE eores. Oe meme Cae eg 1,413,102.24 
Miralsereriicwm mm Wt Soy. tae 18,395,709.76 
EXPENDITURE 
Commissions paid on purchases and sales of 
Foreign Hecitue Paes el a at 4,572,745 .38 
Interest paid on Loans from | 
Dominion Government................................ 6,374,316.94 
Cost of Temporary Financing Transactions 
undertaken with Bank of Canada.............. 12,763.24 
Interest paid on Retirement Fund...................... 1,267.27 
OstOl Com ohipmentsm id t0 nd. 16,476.46 
RENTAL PCLAtinm OSS een ty gin ONG) 758,143.33 
VAOYE ea etaintalleiive: 5k 0) hey at ee ee 11,735,712,62 





Excess of Revenue over Expenditure, 
transferred to Reserve Fund...................... 6,659,997 .14 
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MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 


Statement of Revenue and Expenditure 
January 1, 1945 to December 31, 1945 





REVENUE 
From Turnover on Foreign Exchange............. . 14,360,432.50 
From: lransactionsin Goldy) a.u63. 6 ee 270,013.98 
From Earnings on Investments and 
Foréion Balances gua mtiroc ea ee 2,655,160.68 
LOtAIRGYCNEE cde it et ee, Sen eae 
EXPENDITURE 


Commissions paid on purchases and sales 


Of Borcicn Bx chania ren 7s emer a ec 4,372,857.99 
Interest paid on Loans from 

Dominion Government. ......2.0:0tecvcnu.hes. 8,470,068.48 
Interest paid on Retirement Fund............ 00.0... 1,009.88 
Costa Com Siipitents tar, Get tattoos a ee 24,900.54 
Creneral: ©) peratino Costsi.a,.simiretetoe paces 575,520.47 


Totals Ex pend tutesu siete. a cre een eee 





Excess of Revenue over Expenditure, 
transferred to Reserve Fund...................... 


17,285,607.16 


13,444,357.36 





3,841 ,249.80 


MINISTER OF FINANCE SPECIAL EXCHANGE FUND ACCOUNT 


Statement of Assets and Liabilities 


as at December 31st, 1945 


ASSETS 


IntGanadian Dollarsa..,,...2 23,435,000.23 
Cash on Deposit with 
Bank of Canada............ 
Money Employed by 
Bank of Canada in 
Dominion of Canada 
Ureasury Bills4) 4c... 
Investment in Dominion- 
Guaranteed Securities.. 
In Foreign Exchange and 
Short-Term Securities of 


US:AVand U.K. 


1,009,767 .27 


20,825,000.00 


1,600,232.96 


Governments.:.........00.-0.:- 1,021,977,056.15 
Tn eS AAe dollars sx 1,014,283,199.30 
PT SECU Mean eh aa. cos 7,543,413.56 
In other currencies.......... 150,443.29 

| geht Cra) Fab ales eae ne Snes 388,224,994.05 

Sundry Accrued Assets ...... 1,493,163.20 

Total Assets........ 1,435,130,213.63 

LIABILITIES 


Capital and Reserves.......... 133,198,627.33 


ABAD it tee ean ror ahs Pes iat 83,876,974.41 

Reserve PUndats ens. 49 321,652.92 
Loan from Dominion Govt. 1,300,000,000.00 
Accrued Interest Payable.... 1,590,924.66 
Sundry Accrued Liabilities 340,661.64 


Total Liabilities .. 


1,435,130,213.63 
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